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Newman: Evaluating Research nd Development Activities

Research and particularly development for an indi
vidual company are justified only if they promise a
profit to that company. This article suggests a model
by which the profits stemming from total R & D in
vestment can be determined —

EVALUATING RESEARCH AND
DEVELOPMENT ACTIVITIES
by Maurice S. Newman
Haskins & Sells

industry’s expen
questioning the wisdom of so much
ditures on research and de
spending on research are evidence
velopment have been rising stead of management’s awareness of this
ily since the end of World War II,
problem.
and this trend shows no sign of
The accountant’s chief contribu
slackening. In many companies
tion to the research and develop
these expenditures now consume
ment effort is likely to be in the
five per cent or more of the sales
areas of planning and evaluation.
This article outlines a preliminary
dollar.
Clearly research and develop
attempt to develop a method of
ment, once a subsidiary function
evaluating the overall contribution
that seldom claimed the attention
of R&D expenditures to a com
of top executives, is now a major
pany’s profitability. It is presented
not as a final answer but as a
management concern. This concern
suggestion for further exploration.
stems from more than the mere
size of the expenditures. R&D, by
It is not the purpose of this ar
ticle to deal with the detailed con
its very nature fraught with un
certainties, is a peculiarly difficult
trol of specific research projects,
for this requires more technical
activity to control. Recent articles
nited states

U
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knowledge than the accountant is
likely to have. The discussion of
R&D evaluation is limited to meas
urement of the overall results of
the total research and development
program. Similarly, the brief dis
cussion of planning is restricted to
the consideration of long-range ob
jectives and overall plans for re
search and development.

Results vs. expenditures
From a long-range basis, re
search and development expendi
tures have to be considered as a
technological investment. The re
turn is not successful research, for
this is just a stepping stone to
Management Services1
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further capital
investment
and pro

ductivity gains. Instead, it is hoped
that at some time, often far in the
future, the investment will be re
covered out of future profits.
The costs associated with the
products that produce the eventual
profits are not only the costs of
the successful research projects but
also must include all indirect costs,
except perhaps the cost of money,
and all the costs of unsuccessful
research projects' It follows from
this that the only evaluation of re
search and development that can
really make much sense is an over
all evaluation in some way relating
YEARS AFTER EXPENDITURE
all the attributable results to all of
the research and development ex
A single year's expenditure on research and development
penditures.

Overall evaluation
An analysis of this type was made
by Dr. Raymond Ewell of the Na
tional Science Foundation about
ten years ago. He analyzed the
gross national product in 1953 and
estimated the net contributions at
tributable to the research and de
velopment conducted in the pre
ceding twenty-five years. On this
basis he estimated that between
40 and 80 billion dollars of the 1953

GNP was attributable to research
in the previous twenty-five years,
which cost 37½ billion dollars.
Ewell estimated, therefore, that the
annual return on research invest
ment averaged 100 to 200 per cent
over the twenty-five-year period.1
somewhat similar approach
was taken by Zvi Griliches, of the
University of Chicago, who esti
mated the expenditures of govern
ment agencies and private com
panies in developing hybrid com
and compared this with the higher
annual yields in terms of bushels
of corn per acre.2 Griliches came
out with an even higher rate of
return than Ewell.
These measurement standards

1“Role of Research in Economic Growth,”
Chemical and Engineering News, July
18, 1955, pp. 2980-5.
2“Research Costs and Social Returns,”
Journal of Political Economy, October,
1958, p. 431.
March-April, 1966

affect sales
in subsequent years in the manner illustrated here. Sales attributable to
the expenditure are graphed as a percentage of it. By the tenth year
following the expenditure the effect has declined to zero.

FIGURE I

would not be appropriate, of course,
for evaluating return on research
investment for a business organi
may the economist talks
zation. When
of return he is talking of social
returns, whereas an accountant
talks of return in terms of business
profits. While it is true, in a broad
social sense, that any increase in
national income represents new in
come to individual participants in
the economy, the return to any in
dividual company in the economy
is not measured by the increase in
sales but by the increase in profits.
When it is considered that the
average rate of after-tax income on
net sales is less than 4 per cent,
Ewell’s returns would be scaled
down in terms of the ratio of profits
on sales to R&D expenditures. In
stead of 100 to 200 per cent, the
return would amount to 3 to 7 per
cent a year on the money invested.
In other words, while $100 spent
on research might produce
of
sales annually for a given period,
the profits from those sales might
be $5 to $10 a year on an invest
ment of $100. This would be con
sidered a poor rate of return by

https://egrove.olemiss.edu/mgmtservices/vol3/iss2/4

a majority of manufacturing com
panies.
It did seem, however, that the
general approach used by Ewell
might well be adapted to an over
all evaluation of a company’s re
search effort. Accordingly a model
of the relationship between R&D
expenditures and company sales
was constructed, based on the as
sumption that the research in any
given year would have an increas
ing and lasting effect on gross na
tional product and on manufactur
ing sales.
It was assumed that the effect of
this research,
shown in Figure 1
on this page, would gradually in
crease each year up to the end
the sixth year and that then the
effect would decrease to zero in
the tenth year. This means that if
$1,000,000 is spent on research and
development in any given year,
then manufacturing sales would in
crease $200,000 in the following
year, $250,000 in the next year, and
so on solely as a result of that par
ticular year’s research. This curve
was based on the payoff character
istics of the research and develop25
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HOW ONE
YEAR OF R&D
EXPENDITURE
MIGHT CONTRIBUTE
TO SALES

The cumulative impact of one year’s spending on R&D is much greater
than the annual increment. In this illustration cumulative incremental
sales are plotted as a percentage of the research expenditure.
FIGURE 2

ment expenditures of all manufac
turing companies surveyed by
McGraw-Hill in 1961.
The cumulative effect in the sec
ond year for that particular re
search thus would be an increase
in sales of 45 per cent of the ex
penditure in the base year: 20 per
cent for the first year’s increment
and 25 per cent for the second.
Eventually the one year’s research
would increase manufacturing sales
by 275 per cent of the amount
spent, and it is assumed that this
increase would continue to be
maintained. (See Figure 2 on this
page.)
Assuming a level rate of expendi
ture in the following years, addi
tional years of research would
make a cumulative contribution to
sales, and this is the essence of the
model of the growth of a company
relative to research and develop
ment expenditures (Figure 3 on
page 27). While this figure shows
sales increments resulting from
equal base-year expenditures in
successive years, in actual practice
there would probably be an in
crease in expenditures for each suc
cessive year. While the percentage
increments of successive years’ ex
26 by eGrove, 1966
Published

penditures would be the same, the
dollar increases in sales would be
larger.
The model makes several as
sumptions that may not be com
pletely valid but are sufficiently
so for this purpose: (1) All gains
are attributed to research and de
velopment rather than to other fac
tors such as increases in technical
efficiency and managerial knowl
edge. (2) A substantial part of a
company’s research and develop
ment effort is necessary just to
keep sales volume constant. (3)
Only the net increases are consid
ered to be a demonstrable result of
the technological investment.
The industrial research expendi
tures for the last twenty years were
used to project the increase in gross
national product for the past ten
years (at somewhat higher incre
ments than shown in Figure 1).
An exceptionally high correlation
between the projected GNP and
the actual GNP was obtained.
While there is always a risk of im
puting an association between two
variables such
total research and
development expenditures and the
gross national product when no
correlation may actually exist, the

risk in this case is computed at less
than one in a thousand.
During the first five years the
correlation was nearly perfect. Then
a deviation began to develop that
indicated a lower efficiency of re
search and development in terms
of its additions to the gross na
tional product.
When U.S. industrial research
expenditures are plotted by year
(Figure 4 on page 28), a rather
unusual break in the trend line
shows up in 1956. If the old trend
had continued, annual R&D spend
ing since 1956 would have been
about 70 per cent of the actual rate
of expenditure. Something appar
ently occurred in 1956 to inflate
these expenditures substantially.
One possibility is that changes
in the 1954 Internal Revenue Code
may have caused companies to
classify as research and develop
ment expenditures certain expendi
tures that may have been classified
in some other way before. Another
possibility is that the rush to initi
ate research programs may have
drawn marginal effort into such
programs, with a resulting lower
ing of efficiency. To accomodate
this surge in expenditures within
Management Services3
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HOW SEVERAL
YEARS and
OF R&D
EXPENDITURES
MIGHT No.
CONTRIBUTE
the model,Management
the increments
were
reduced to 70 per cent of the
increments used before 1955, and a
remarkable correlation between
projected and actual GNP was
achieved over the entire ten-year
period. The model did, in fact, re
late research expenditures to net
increases in the gross national
product.
This procedure was tested fur
ther on a single industry with es
sentially the same results. Based on
the experience with the single in
dustry, it was decided that there
would be a closer relation of cause
and effect if the model were
adapted to increases in corporate
manufacturing sales rather than in
gross national product. The same
general pattern was found, includ
ing the 70 per cent reduction of ef
fectiveness in 1956, but the annual
increments needed to be scaled
This graph shows the total cumulative impact on
over ten years of
down to those previously shown
three
years
of
research
and
development
spending.
Cumulative
incre
in Figure 1.
mental
sales
are
plotted
as
a
percentage
of
a
single
year's
R&D
ex
From this model, the return
penditure
(assumed
to
be
the
same
in
each
of
the
three
years).
terms of increased sales from re
search and development expendi
FIGURE 3
sales
tures in the year 1956 was ex
tracted, and the profits were cal
culated. Research and development
expenditures for all manufacturing
companies in 1956 amounted to
tax effect and relating this to total
would take twelve years to recover
$6.6 billion (see Table I on page
manufacturing
sales
in
those
years.
the original investment with a 10
28). If companies had not spent
This
yielded
an
estimated
profit
per cent rate of return on un
this money but had carried it down
$6.7
billion
over
the
twelve-year
recovered money in the period.
to net income, this amount would
period,
which
may
be
regarded
as
This sounds as if research and
have been reduced by a corporate
the
return
on
the
original
research
development
had turned out to be
tax of 52 per cent, and $3.2 billion
investment
in
1956
of
$3.2
billion.
no
better
than
an average invest
would have been available for al
Many
companies
have
set
as
an
ment.
Probably,
however, the fact
ternative investment.
objective
a
return
on
investment
is
not
that
the
returns from re
Based on the model, the cumula
of
10
per
cent
after
taxes.
Using
search
are
low
and as slow as
tive annual increase in sales due
this rate, the profits were dis
indicated but that the expendi
to this particular investment in re
counted back to their 1956 value,
tures for research and development
search in the year 1956 would
and it was determined that it
are not as high
government sta
amount to $145 billion over the
tistics indicate. There is evidence
next twelve years. (It should be
that some companies are including
understood that this model im
MAURICE S. NEWMAN,
marginal activities as research and
CPA, is a partner
the
plies that there would be other in
development because of the glamor
executive office of Has
creases in sales in most of these
kins & Sells
New York
which most investors associate with
City. He formerly di
years resulting from research ex
large outlays for research and de
in
in
cted its management
penditures in later years.)
velopment.
It is possible that mis
Cre
services activities
San
To this increase in sales of $145
Francisco and then
classification of such activities may
Chicago. He also has
billion was applied a profit rate of
account for the apparent drop in
been a consultant for
4.6 per cent on sales, which was
efficiency of research and develop
sap, McCormick &
Many of his
articles have appeared in leading account
arrived at by taking the manufac
ment expenditures that started
ing and business publications. Mr. Newman
turing profits for the past five years
about 1956.
is a member of the American Management
before research and development
The problem of definition of re
Association and the National Association of
expenditures but after the income
Accountants.
search and development appears to
March-April, 1966
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science and developed none of its
own.3
There are industries, for example,
heavy machinery and equipment,
that have operated effectively with
out much of a scientific back
ground. Richard Nelson points out
in his “Economics of Invention”
that “such useful inventions as the
zipper and safety razor presuppose
little scientific training on the part
of the inventor.”4

People

U.S. industry's total annual expenditures on research and development
since World War II are plotted here. There was a sharp break in the
trend line in 1956, possibly the result of accounting changes.
FIGURE

be a major one. The definitions de
veloped by the National Science
Foundation do not appear to be
consistently interpreted in prac
tice. The assumptions on which
they are based are not necessarily

valid in all situations, and more
precise definitions, boundaries, and
cut-off points seem to be required.
The definitions of the National
Science Foundation divide the re
search and development spectrum
into three parts: basic research, ap
plied research, and development.
The Department of Defense ex
pands the latter category to de
velopment, test, and evaluation,
giving
parts in
Is it possible to develop general
TABLE I
1956 RESEARCH PROFITS

Billion $
R&D expenditures

1956

3.4

Available for alternate use

3.2

Cumulative increases in sales
1957-1968
After tax profits (4.6%)
1956 value of profits discounted
at 10%

28
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6.6

Less corporate tax

all.

145.2
6.7
3.2

definitions that could serve all in
dustries alike? An analysis was
made of more than a hundred dif
ferent definitions to ascertain why
they varied from one another and
whether a logical framework might
be devised within which consistent
definitions could be developed.
Existing definitions were found
to be based on different points of
view, falling generally into these
categories: period, people, place,
purpose, process, and proceeds.

Period
Many definitions fall into the
period category because of the
fundamental difference between
science and technology. While
there is a general assumption that
technology follows science and is,
in fact, the application of science
to the industrial arts, this is not
true in all cases. As Prof. Thomas
Kuhn has pointed out, the Indus
trial Revolution in England, a tech
nological revolution, occurred at a
time when England was a rela
tively backward country scientific
ally; Rome was the greatest tech
nological power of classical anti
quity but made little use of Greek

A number of definitions confuse
the work done and the people do
ing it: Scientists do research, and
engineers do development. Or if
the researcher is motivated by
scientific tradition, it is basic re
search, but if he is motivated by
external market needs, it is ap
plied research.
Not all definitions relating to
people confuse the issue. Some pre
liminary research suggests that the
personality requisites of the pure
scientist and of the inventor may be
quite different. For example, “basic
research depends on a spirit of free
inquiry, which defies planning,”
while development work “differs
from basic research in generally
requiring more carefully organized
teamwork by the many varied
groups tackling different phases of
the same project.”5

Place
Some definitions seem to reflect
the place where the research and
development is carried on and the
environment in which the work is
done. This circumstance reflects the
tradition that basic research is car
ried on only in universities. How
ever, basic research is now carried

3Thomas Kuhn, Rate and Direction of
Inventive Activity, National Bureau of
Economic Research, Princeton Univer
sity Press, Princeton, N.J., 1962, p. 363.
4Richard Nelson, “Economics of Inven
tion: A Survey of the Literature, Jour
nal of Business, April, 1959, p. 105.
5Robert W. Cairns, “The Challenge of
Effective Planning for Research,” Chemi
cal and Engineering News, January 16,
1961, p. 116.
Management Services

5

Management
Services:and
A Magazine
of Planning,
Systems,
and Controls,
techniques
used,
and the
uncer Vol. 3 [1966], No. 2, Art. 4
on in industrial
laboratories,
tainty of success.
applied research has become a sig
nificant activity of universities.
Thus, it is clear that place alone
Proceeds
can no longer be definitive.
The last significant way in which

the various stages of research and
Purpose
development may be defined is by
The purpose for which research
the proceeds of the research or the
is undertaken is clearly another
output at various stages. It is
way in which research may be cate
likely that a researcher knows
gorized and defined. If the purpose
when he has made a significant dis
of the research were to understand
covery, which would mark the end
of the basic research period. In all
the unknown and to contribute to
general knowledge, it would be
probability he would prepare a re
basic research, whereas if the in
search paper to be presented to
some scientific or engineering body.
tent of the research were to explore
the practical possibilities of creat
At the end of the applied re
ing new products or processes to
search period the proceeds might
satisfy heretofore unsatisfied wants,
normally be the proof of the logic
it would logically be classed as ap
and of the technical feasibility of
plied research. Continuing the ef
a project and the knowledge that a
If the purpose of the
fort to produce a reliable and satis
specific device can be built. Va
factory new product or process at a
rious areas of uncertainty would
research were to understand
have been tested, and the work
commensurate profit would be
would have outgrown the labo
the unknown and to
classed as development, while any
ratory workbench. The output is
effort to maintain a competitive
contribute to general
position in the industry might be
not usually specific as to product
classed as technological support.
or process at this stage.
knowledge, it would be
The line between development
Dr. I. H. Ansoff, of Lockheed
basic research; if its
and technical support of the pro
Electronics Company, points out
duction process is not always easy
that since the purpose of applied
intent were to explore the
to draw, but technical support
research is merely to show that a
particular problem can be solved,
usually involves complete plans
practical possibilities of
and specifications and a commit
applied research may be justifiable
creating new products, it
ment by management that indi
"if it merely holds a promise of
cates an intention to go beyond
substantial improvement in the
would logically be classified
the development period.
state of the art,” whereas since the
purpose of product development
as applied research.
is to start a chain of steps that
Matrix of definitions
eventually leads to offering a prod
uct to potential customers, develop
In order to make this analysis
ment "is never justifiable unless it
a useful tool for accounting pur
holds a promise of making a profit
poses, the matrix shown in Table
for a company.”6
2 on page 30 was prepared show
ing the varying characteristics of
basic and applied research, de
Process
velopment, and technical support
Many definitions refer to the
by period, people, place, purpose,
process by which the research and
process, and proceeds. Using this
development activity is carried on.
as a guide, any company account
This may be distinguished on the
ant should be able to assist com
basis of the function performed, the
pany research personnel in setting
planning and control exercised, the
up adequate classifications for ac
amount of resources required, the
counting and reporting purposes.
Activities falling into the fourth
category, the technical support
6"Technological Planning on the Corpo
area, do not seem to qualify as re
rate Level,” Harvard Business School
search and development expendi
Conference
Proceedings,
September,
tures in the way a prudent investor
1961, p. 211.
March-April, 1966
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MATRIX Newman:
FOR DEVELOPING
UNIVERSAL
DEFINITIONS
OF RESEARCH
AND DEVELOPMENT
1—PERIOD

II—PEOPLE

III—PLACE

IV-PURPOSE

V—PROCESS

VI-PROCEEDS

A.

BASIC RESEARCH
Fundamental
research
Pure research
Academic research

Creative, curious,
unrestrained in
dividuals moti
vated by scien
tific tradition

University or non
profit founda
tions, govern
ment laborato
ries, and a few
industrial labo
ratories

To understand the
unknown and to
contribute to
general
knowledge

Investigating new
scientific pheno
mena, discover
ing secrets of
nature, and veri
fying theories of
the physical
world

Research papers to
be presented or
distributed to,
and evaluated
by, a group of
scientific peers

B.

APPLIED RESEARCH
Invention
*
Technological re
search

Creative, curious
individuals of
varied back
grounds ex
ternally directed
by market needs

Industrial, uni
versity, and
commercial re
search labo
ratories

To explore practi
cal possibilities
of creating new
products and
processes; to
satisfy hereto
fore unsatisfied
wants

Creating, inventing,
or discovering
new components,
devices,
pounds, or proc
esses or modi
fying and com
bining existing
components,
devices,
pounds, or proc
esses to produce
a new appli
cation

Theories or knowl
edge about nat
ural or industrial
materials and
processes, tests
of all areas of
uncertainty, and
proof of techni
cal feasibility.

scientists


C.

DEVELOPMENT
New product
development
New process
development
Major improve
 
nts or new
me
uses
Evolutionary
inventions
Testing
Evaluation

Teams of

and engineers,
with planning
and organizing
skills, who work
well together

Industrial labora
tories and pilot
plants

To create a reliable
and satisfactory
new product or
new process

Using professional
teams with
varied skills and
greater resources
to resolve major
technological
aspects of new
products or
processes

Technical specifica
tions and pro
duction require
nts for a new
  
product or

process


D.

TECHNICAL
SUPPORT
Application
engineering
Cost reduction
Product main
tenance
Product engineering
Foreign intelligence
Technical infor
mation
Quality control

Scientists, engi
neers, and other
technicians

Industrial labora
tories and pro
duction facili
ties or in the
field

To maintain a
competitive posi
tion in the
industry

Using highly
trained people
and substantial
resources to meet
varying require
ments of the
marketing and
producing de
partments

Technical services
or reports as
appropriate



TABLE 2

might understand the term, regard
less of the fact that such work may
be performed by research person
nel in an industrial laboratory.
In discussing the lack of ade
quate classification of research and

development
costs before a Con
gressional subcommittee, David
Novick of the Rand Corporation
estimated on the basis of limited
data that 1 per cent of overall ex
penditures would be for basic re

search and 3 per cent for applied
research; he estimated that 26 per
cent would fall in the development
category and that 70 per cent
would fall in the technical support
area.7 This would indicate that a
substantial part of what are now
7 Hearings on Administered Prices, Part
18, U.S. Senate, 86th Congress, U.S.
Government Printing Office, 1960, p.
10511.

considered as research and devel
opment expenditures should be re
classified.
Better definition and classifica
tion of research and development
expenditures would ease the task
of planning and evaluating these
expenditures and make the assess
ments more realistic. If more con
sistency of definitions could be ar
rived at, companies could develop
a model such as the one described
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pansion of their product line
and sales contributions of their
through merger or acquisition. In
overall R&D effort with the per
such a pooling of interests there
formance of other companies and
can be distinct financial advantages
with that of the economy as a
both to the acquiring company and
whole.
Even without intercompany uni
the company acquired. The former
formity of definition, such a model
may have adequate cash reserves
and borrowing power yet be short
could be of internal value to a
company in evaluating its year-byof new products, whereas the latter
year R&D performance and in fore
may have the new products and
casting the return from proposed
technology yet lack the funds to
exploit them. The acquiring com
future levels of expenditures.
The primary emphasis of this ar
pany may conserve its cash by is
ticle is on evaluation of the re
suing its stock for the new com
sults of research rather than on
pany, and the owners of the
planning. The two are closely re
new company may find that hold
lated, however, and a few general
ing the stock of a isted company is
remarks about planning may be
preferable to their former position.
appropriate.
It is generally assumed, however,
that even a company electing to
grow by merger must also invest in
Planning
research and development. The
lower limit of such spending, some
Some years ago the pros and
times described as “the amount re
cons of industrial research were
listed in Punch as follows:
quired to stay in business,” is prob
ably determined by available per
It does no harm.
Many companies have gained
sonnel and facilities. The cash the
It reduces unemployment.
Visitors and shareholders alike
company generates internally to
the technical resources
are impressed by the sight of so
gether with the amount of money
needed for expansion of
much science and the smell
it can raise determines the upper
limit. The optimum rate of spend
hydrogen sulfide.
their product line through
One of these days someone may
ing depends on the company’s
find something that will make all
growth objective and its available
merger or acquisition.
the difference in your business. At
resources.
least, according to statistics, this is
not altogether impossible.
Uncertainties
Scientists are nice quiet lads
Any company engaged in sub
without vice.
The only real disadvantage is
stantial research must take into ac
cash.8
count the size of the commitment,
Despite the humorous intent,
the time before the money returns,
Punch’s last point is a serious one.
and the uncertainties of producing
It is an unalterable fact that money
and marketing at a profit. It is dif
spent on research and development
ficult to place a value on uncertain
reduces present profits. The pur
future profits. Furthermore, there is
pose, of course, is to stimulate fu
not always an exact relationship be
ture growth.
tween the size of the research and
Some companies grow by di
development expenditures and the
versification into new industries or
success of the research.
markets. Other companies grow
Forecasts of the financial results
within the same industry by inte
of the entire research program are
grating vertically from production
more likely to be accurate than
of raw materials to sale of the fin
forecasts for individual projects,
ished product in retail stores.
since productive and nonproduc
Many companies have gained the
tive projects can be expected to
cancel each other out. Thus, as in
the case of evaluation, overall fi
8Peter F. Drucker, Landmarks of To
nancial planning is more likely to
morrow, Harper & Brothers, New York,
be meaningful than the financial
1959, p. 20.
March-April, 1966
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criteria for such classification, they
stipulated that a company should
have shown a five-year com
pounded growth rate of at least 10
per cent annually in both sales and
earnings per share. Only thirteen
companies could meet both these
tests.
An analysis (see Figure 5) of one
of these growth companies shows
how it used its cash resources over
a seven-year period. There is a
noticeable relation between the re
search and development expendi
tures in the first few years and the
increase in plant and equipment
expenditures in the later years.
In the earlier years, after provi
sion for plant expansion and divi
dends, two-thirds of the remaining
working capital was spent on re
search and development. This ap
This chart shows how one growth company actually used its cash re
pears to have been a significant
sources over a seven-year period. Heavy R&D expenditures in the early
commitment for this company, but
years were followed by heavy capital spending in later years.
the apparent results seem to have
justified the decision to spend the
FIGURE 5
money for research. The company
seemingly has exploited the re
search effectively and by so doing
has built up its available resources
substantially.
Just how this company might
have arrived at such a decision ten
years ago is shown in Figure 6. The
minimum growth projected on the
chart would have doubled sales in
ten years. The maximum growth
line consists of a modest five-year
trend based on the resources avail
able at that time with a more am
bitious target for the following five
years when additional resources
were available.
It is not known whether this
company actually planned in this
manner, but the actual growth
curve suggests that it did. In any
case, the basic approach outlined
is a sound one.
This chart shows the way
which the growth company whose spending
There is clearly a need in almost
decisions were illustrated in Figure 5 may have developed them.
every company for overall planning
and evaluation of research and de
FIGURE 6
velopment expenditures that will
assure steady and continuous
growth
without unnecessary diver
planning for any given project.
cently joined with Moody’s In
sion
of
company funds into areas
How such overall financial plan
vestors Service to identify those
that
the
company cannot afford to
ning might be undertaken is illus
corporations that can truly be
exploit. It is hoped that some of
trated in Figure 5 (above) and
called growth companies.9 As the
the ideas presented in this article
Figure 6 (above).

will be helpful to this end.
9Duns Review, November,
The editors of Duns Review
re
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